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. . .  the C'oniiiiissioii shoultl clorit'y that  loop inpiits shou ld  b e  
tlr-a\vn from the subst;intial data abotit t l ic iiictrmbeiit's 
nct\\.ui-lc tIi:it is avnilablc i i i  soui-ces such as the Automatctl 
I<cpoi-t i i ig blanagciiiciit Iiilh~-nratioti System ("AllblIS") as 
\ \ e l l  :I< tlic i i icumbcnt's rict\vork databuscs, t he i r  experience 
p~ i i -~ t i ; i i i t  to recent material and installation contracts, and 
their engineel-ing guiclclincs.. , In partictilar, network routitig 
s l i o t i l d  rellect tlic incumbcnt 's  actual dis t r ibut ion nnd 
reiiiotc terminal loc;itions and  other real-\vorlcl 
characteristics, sucli ;IS t he  incumbent's actual loop lcngtlis. 
l i u t  the Commission miist cstcntl this pi-iiiciple liii-tlicr to 
otlicr critical loop inpiits such a s  technology iiiix, 

ti t i  lira1 ion, sti-tic tiire t ypc. and SII-IIC t ure sharing. 
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47. Recent developmcnts i n  state UNI;  proceedings suggest that 11-I;Cs IIOW 

i i ia i i i ta i i i  tlntn on actual customer-  locat ions ( \ \  I i ich arc either already gcocodcd, or 

capable 01' being gcocodetl) aiitl both i l i c  USOC (Un i \wsn l  Service Ordering Code) and  

COS (Class of Semite) data by customer. The t3cllSouth ~Telccommtlnicntiolis Loop 

I2.lodcl ("13STLM") uses data l.rom the CKIS ; i n d  CABS systems, including information 

011 LJSOC" and CLASS. Similai- di i ta hnve recently been produced by SBC and Veriron 

iii California. and  by Q\vest in \\\'asliington.ls These data Iiave been successliilly used ;is 

iiipuis t o  comlmterizcd f~)r-\v~ird-lool.riiig ~ ~ 1 s t  i i ioclels.  I <J 



c~is tomers.  and li)t-ecasts o f  cl iai igcs in these paramctct-s over the planning 1x1-iod, art' 

necessary for ;tcciir;itc cstiiiiatcs ofTIII_RIC', hecaiise the ti)]-\vartl-loolcing network m u s t  

reach these customers \\it11 tlic facilities necessary to provide the sei-vices cucli customer 

dciii~iritls in the most efkict i t  tnuiiiicr possible. As I noted in my in i t ia l  Declaration. itse 

of accut-atc customcr location ~ in t l  dcniand data c;111 significatitly affect tlic Ic'vcI of 

T l ~ l . I < l C  tli:it i s  calcul;itcd. 





ILEC curreiitly has  in place in tlic study :ireti, a n d  p l a c e  t l ic sai i ic m ix  o f  cables oftlie 

sai i ie s i /cs along ~ I i e s c  sti-iictui-c conligiiratioiis. The sccciticl \vas to attetiipt to follow the 

actual coiifigui-atioii oftlie cable routes in :I s t ~ l y  ;irc;i, but periiiit cable sizes, cable type 

(copper 1 crsiis fihcl-). aiid structure types to vary in order to reflect the least cxpcnsivc 

:ipproach on ;I cui-1-eiit cost  basis. The thii-d option \vas the oiic articulated in paragraph 

04 of the NPRhl .  i.(,.. t1i;it the c r t r i - e~ i t  assumption requiring existing \\.ire center locations 

to he nscd be extended to other compoi ie i i ts  of the iiet\vork, such :IS feeder routcs or 



i i i cumben ts  maintaiii poor  I-ccortl Itccping by lai l i ng  to q d a t c  outside plant cable 

diagr:ims li)r  retired plant. The  Opening Coniiiients liletl by t l ic  ILIXs  do not address 

these reaI-\vorld i i i ipcdi i i ic i i t \  t o  relying iipoti "act i ia l"  cinbccltlecl plant  data to develop 

embetlilcd o r  rcprodirction costs.  





rely on the current ahsolute lcvcls of their cinlicddcd expenses. Vcrimri a t  57-60; @\,est 

at 47-53; SL3C a t  76 .  Even \\.liere mi I L K  a p p c m  to agree that ACl;s ~ I - C  appropriate. 

t h i s  t t i i -ns out to be ;I ploy for arguing that  tcce i i t  einbeddecl operatirig expenses arc the 

best estimatc of Ihl-n~al-d-looki~ig cxpcnscs. Vcrizon at 58-60; UellSotitlr at 44-45. As I 

esplaiiiecl i n  my init ial Declaration. lio\vevcr, tlic llal:Cs' embcdded cxpe~nses do not 

reflect "the for\\.nr-ti-loolting costs  of operating :I nctn-ork" ef~kicnt ly .  and use of ACI-s 

m y  actunlly overstate forward-looking expenses. 





rquipiiiciit. For example, AlcntcI tel ls its cristomers that "Alcatcl op t i ca l  solutions are 

dcsigiied to hclp you iiiiprovc nct\vork cfl icicr icy. illcre:ise overall reliability and reclucc 

t h e  t o t i i l  cost of  owicrship (7'c'O) of y o u r  ti-ansport networks." Regarding optical fiber, 

it states that "[w]c providc a i l  extremely 1-eliahlc and low-cost physical network solution, 

\\ i t l i  the l o w e s t  cost per :ivailablc bit. Tlicsc cost savings arc due to our uniqire network 

dcployiient technology." l m x n t  makes similnr claims. stat ing that its COI-c optical 

D\\'DM transport system "sIxI i [cs]  equipment ~ i n t l  opcrationnl costs." c;in "reduce your 

cap i t :I 1 c \pcnsc s ..* ani\ "c a11 Ire i p i 111 pro\:c your bot to111 - I i 11 e \\, i t l i o r  i t t I-at~c-o ffs ." '' 



maintain tlim are the carlier gcncr;itions ofiisscts rcflcctccl i r i  the ILIiCs' embedded asset 

bases. M y  initinl Declaration cited examples such as ( I ) iie\vci- DLC sysieniis flexible 

cnotigli to adapt iiioi-c readily to changes iii customcr deiiiand with min imal  iuanual 

intervciition, (2) reductions in mnintennnce expenses generated by the ability to simply 

change out faulty l i ne  canls, ( 3 )  GR-303 s w i t c h  intci-races that I-educe the amount 01' 

copper in the plant and minimij .c the cstciit to which tccl inicians iiiiist physically linntlle 

indivi dun1 c oppcr pairs. and ( 4) improve i n  cii t s i i i  ti her and cop pel- cab 1 c m nn 11 fric t i l  ri iig 

and  testiris tcchniqtics. ;iiid the higher proportion of  lihcr i n  the ou ts ide  plaint iict\vork. 

which slioiilcl rcdiicc the riumhcr o f  outside plant repair tcc111iicI:iiis. Kliclc Decl. a t  7,' 

127-128. 

also has been w e l l  documented b y  a \':iricty ofsources, including sources sympathetic to 

the ILECS".?' 



65. As the follo\virig quotatioils make clear, the prices of other network 

eqtiipiiieiit also Iia\.c espericiiccd price reductions: 

Today. wi th  the tlccliiiing cost of opt ical  components, the adoption 
of n e w  splicing a id  trenching techniques, and the acivanceincnt in 
technology, we are :tblc to ol’fii- to the market a very high speed 
ban t l \v id th  s o l u t i o n  wit11 compelling economics,” s a i d  Ron Foster, 
Vice Pi-csidcnt of blnrketing lbr Allopiic. “Our Alloptic 
hoineCi.lJ.A.R. 1000 allows service ~~roviders to drive fiber directly 
to the Tulxci-ihcr’s homc. deliver mass ive  bantlwitlth to support :I 

full range of high speed services and i t  is all done at a dramatically 
lou.er cost pel- bit tlian m y  other option available today.”’6 



niaterial cost of tlicsc key inputs lias fal len drm: i t icn l ly  since t h i i  ('onimissioii las t  

detcriiiincd the cost  01' LINES. 

70. Even ILECs do no t  dispute the Ihct ofcleclining ccltiipiiieiit prices. 

Vcriron submi t ted  evidence in t l ic Virginia UNI: pricing proceeding that  i t  lias 

cxpcricnced sticl i  dec l i i ies .  For example. in that proceedins, Vcrimti iclentified "ccnti-a1 

oflice s\vitclics and tibcr optic c;ii-ricr systcms ;IS types o f  equipment that linve 

cspericncctl cicctining prices in recent yen~-s.+~ Veriyon also prcscntccl cvictencc ttiat ttic 

iiiatci-i:iI costs  ~ b r  t i -anspoi- t  cclttiptiient ~ia t t  ciecIiiiccI."' 



The mcrgci- will hastell the dcploymcllt of bronclband in three 
ways: ( I )  the merger will retlricc certain per-unit costs sticl i  as 
software developiiicnt which, post-iiiergci-, could then be spread 
acI-oss a larger customer hasc; (2) riot only will tlie merger increase 
the met-gcd entity's f inai ic ia l  strength (and, with such strcngth, 
liopeftilly lower its cost of capital), bu t  the merger will also create 
suhstantinl c x l i  savings, some or all of which Applicants intend to 
invest into bi-oatlb;iiid network cleployiiient; and  (3) given the size 
o f  the mei-gcd entity's geographic footprint, tlie merger would help 
mitigate many of the niiiiierot~s nct\.vork compntibility problems 
the industry is currently experiencing:'~ 

-7 

7-3. During the Bell Atliiiitic <iTE mei-ger, Bell Atlantic publicly cominitted to 

\Val1 Sti-ect and its iii\.cstors that i t  \vould achieve tlic merger irclatctl sa\.iiigs i t  forecast: 

111 tlicii- i n i t i a l  application. Bell Atlantic aiid (;TI; c1:iiiii t11:it thi-ec 
yenrs 1.1-om tlic merger's closing. tlic iiicrgccl entity will achicve S2 
billion in annual  expense sa\.ingi and S0.5 billion ol'aiiii~ial capital 
espeiidittirc sa\.iiigs. l'lic Applicants el;iiiii ; i n  additionnl S 2  hillion 
i i i  i-c\~ciiiie c~iI i ;~~ice~i ic~i ts  from ci-eating ; ind  deploying "i i ino\xti\ c 
dat ; i  ; i i r i l  other services." iiiipi-o\,iiig the \,slue a n d  speeding tlic 
dcployiiicnt of  long distance services. :ind spreatliiig hest  practices 
to iiioi.1: el ' l ic ic i i t  riiai-kct c.xi\tiiig h c i n  iccs. 

~. .. 

~ l 'hcsc  liiiancinl cilicicncics \vi11 allo\v tlic ne\\' company to ineet its 
coiiiiiiitiiieiits to iinpro\~e sciwice qual i ty ,  :iccelerate iie\v services. 
and build out  CLLC businesses in Los Angelcs, Sari I.'raiicisco, San 
Diego. Dallas, I louston, ilustin. San i\ritonio. Chicago. Cleveland. 

-'' Id .  l l l i  166- 167. 

See Mcmo~-nntlt~m C)pinioii and Order. I n  re Application of  <;TI: COIII'ORATION. 
Transferor, and BLLL ATLANTIC CORPORATION. Transferee For Consent to 
Transfei- Control of Domestic and Intei- i iat ioi ial  Sections 2 14 and 3 1 0  Autli(~i-izations : ind 

Application to 1'ransli.r Control of a Subm;iriiie C':rblc Landing License, CC Ilocket N o .  
9s- 184, I-CC', lune 16. 2000. l i l l  239-24 I . See also l)ecl:il-:ition of  [lor-ccn Toben. 111 I'C 

A pp I i C;I t i o 11 o I. G I  11 CO I< 1'0 I< AT ION , Trans fe I'O r , and t 5 1 f L L AT LAN I- IC 
CORPORATION, Transferee f o r  Consent to Transfer Control of Domcstic and  
Intcrnatiorial Sections 2 I4 and  3 I O  Authoriz:itions ant1 Application to Transl'cr Control of 
a Suhiiiariric Cahlc I ,aiding Licciisc. CC Ilocltct N o .  O S -  I S4. I.'<'<'. Septeinhcr .30. 100s. 
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Cincinnati. Indi:iriapolis. Dctimit, blixiii, Orlantlo, .lacksonvillc, 
I<a I e i g 11. N :i s1i vi I I e. blcm ph i s, Lou i sv i I I e. S c;i t t I c . ;I nd Poi-t I and, 
The piihlic interest is indisputably atlvoncctl by the use of fewer 
ccoi ioi i i ic I - ~ S ~ L I ~ ~ C S  to pi-otlucc the saiiic sei-vices, le t  alone by the 
combiriatioii o f  complemeiitary Icsot~rccs to pi-otlucc improvetl 
seinices aiicl to cuablc new or stronger inarket entry." 

7 5 .  I n  Vcrizon's 1,'oiirtli Q i ~ i r t c r  200 I Investor Quai-tei-ly. Verizon's Chairmaii 

a n d  co-CEO statcd: 

I n  Verizon's first full year of operation, we have repeatedly 
dcmonsti-atcd the strength of the GTE and Bell Atlantic merger. 
\\'e achie\wl solid results for tlic quarter m d  for the year dcspitc 
tlic coiitiritiing do\viitrii-n in tlic econoiny. Synergies have ennhled 
IIS to coii~inuously reduce espci isc~. i v l i i l c  o u r  comhincd assets 
Iiavc yiven ~ i s  ;I iiiorc tlivcrie yeographic h:irc ant \  product Iiiic:" 

~- 

p 1-0 \ i clctl cs:i iii p I cs o I' I io\.\ those c fli c i c lie i cs \YO L I I ti bc rea I i zed : 

By avoitling disp;itches on many iiista1I:itioiis. S f K  expects to 
real izc el'licicnc ies in  i ts i ns ta l l a t i on  a n d  main tcnancc opei-a t ions. 
Other :iiiticipated efficiencies \ \ i l l  conic 1'1-om rctluced activity 
i-cquii-ed in the i.cmainiiig copper plant bccaiisc of impro\.ccl 
re1 i Ai I i t y :' ' 7  

'' See Declaration o f  Ihrcen  Tolien, I n  re Application ol'GTE CORI'ORATION. 
Tra i i  s feroi-, and H I: L L AT LA N7' I C COR PO I< AT1 0 N . Tran s fe rcc For  Con sent to 
7.1-ansfei- Conti-ol of 1)oii icstic and International Sections 2 14 and 3 I O  i\uthorizations arid 
Application to TI-~IIS~CI- Control o f a  Suhmai-inc Cable Landing Liccnsc; CC Docliet No. 
9% I s4; rcc: Scptclnhcl- -70. I oos, 11 5 .  
._ 
1 -  

See Verizon Commiinic~itioiis. Inc., I:oui-th Quai-tcr 300 I Investor Quarterly ;it 3. 

S e c ,  Sl3(.' Comiiitiiiic;iti~)iis Iiic. I i ivcstor 13i-icfiiiy, October IS. 1099. 

I d  
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l<crluced spending o i l  fecdei- l i ic i l i t ics represents 70 percent of the 
targeted capit:il savings. The broad deploymcnt of  fiber and 
rcliited electronics will substantially c l iminatc  fiii-thci- tlcployment 
o E c o 1' pc  I- fac i I i tics for li.ccIci- re i ii force men t , '' 

Thus, the notion that lor\vard-looking expenses \vould decline in relation to embedded 

espciisccs at the smic t i m e  the cost of  fornard-loolting ;issets \vouIcI t lcc l i i ic  in relation to 

embcddcd asset values .. the coiiccini tlic Coinmission Iias expressed in the N P R M  with 

iise ofi\CFs - in fact ]lows logically fro111 what  can be observed i n  the I-ea1 world. 

78. Dcmonstrations of  the SOI-t that Q\vest sccks to m a k e  ~ i .c,., prov ing 

"negative" ( in  this case. that  no correlation exists) ~~ arc extremely arduous stat is t ica l ly .  

hecausc tliey require thc propoiiciit to  investigate all  o r  tlic possible \vays in \vliicli thcse 

data may he corrclated before bcirig in  ;I posit ion to state thxt no corrclatioii exists. 

Clearly, Qivcst h:Is f i i l ed  to nicct t h i s  hurtleri \ \ , i t l i  i t s  single correlation strltly. l,.\.cn 

QLvcst's results. \\ liicli sIio\\, tlic correlat ion bct\veen compnny-\\.itlL.i~-\\,i[lc in\,cstmcllt pcr l i i i c  



and company-\vidc cspe~iscs per line changing li-om negative to positive, Lvitl i  

i n c r e x i n g l y  positive corrclations iii the m o s t  recent Ibur  years ~~ suggests tliat t ime could 

be a mcaiiingfiil variahle t l ia t  sliould lia\.c bccn controlled for by Qwest. I n  addition, i t  

stands to reasoli that comparing compnny-wide ra t ios ~K/T I .V .Y  compaiiics. as Q\vcst has 

done. could easily mosk a correlation bet\vccn investment and expenses. This i s  because, 

;I$ t l ic ILI:Cs allege else\\  here i i i  their Opening Comments ( in  arguing against any sort of 

"best i n  class" adjustment  to expcnsc-to-invcstiiiciit ratios), there may be signi f ieant 

dil'fei-eiices across ILECs in the mix  of  investmelit and  cxpcnse types and  vintages 

ri.Ilectct1 i n  each c:irrici-'s cmbetlt lecl investincnt l):isc. Verizon ;it 60:  I3cIISoutli ;it 45: :,I 

sigii i l icant changes i i i  ILt:C' opei-at ional arid in\.cstiiiciit strategies 

I LLSC's 

i i i i t i a t i \  cs ( such  ;IS Sl3C"s I'i.ojcct Pronto): othci- ILlICs undertook m a j o r  niei-gcr 

coi iso l idat ion x t i \  iticy t l ia t  conihiiiecl 1ii;iiiy clil'l'creiit II.ISC's. A t  the siiiic t ime. 

Hcl lSorit l i  undertook no mci-gel-s. ;iiitI tlic h i -mer  LIS \\'est merged \\.it11 ;I long dis1:iiicc 

ciii-i-ici- IO bccomc @vest. These  different business strategies obvionsly affect the 

biisiness f ixus  and invcstmcnt strategies o1'c;icIi company. Other iii;icToccoiioiiiic 

factors. such as population a n d  eco i i o i i i i c  growth factors, varied signi t icant ly across 

difrercnt regions of the country. Tlic tot:ility o f  a l l  o f  these factors afl'cct thc invcstmcnts 

and expenses of each 1LI:C difli.rciitly, a n d  ;I gi-;iiiular analyses is  required to accurxtely 

niiiqiic to iiidi\.itlual 

\\'ere implci i i i . i i~ct l .  I'or csample. soiiie ILI:Cs tr ied to ci-e;ite unique husii ics 

i o  



capture these relationships and to control for  various el'fccts that \voulcl o t l ie i -wise mask a 

relat ionship bct\veen expenses and invcstment. 

~~~ ~ 

40 See Joint [Icelaration of  Thomas L. Brand awl )\tt klctiho I n  Support o f  Opening 
C'orni i ients o f  Joint Commciitors, CI'I:C Docket f3.03-0-1-00.3 et al.. I\Io\.eii iber 3 ,  7003. 
15-18, 

SLW Joint I lec la ra t ion  of Tliomas L.  Brand aiid i \ I ~ I i u r  iL1ciiko 111 Support of Joint 
Appl ican ts '  Opening Coiiimcnts. CPUC' Ilockct No. A.0 I-03-024 i't ( I / . ,  (Ictobei- IS. 

11 
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demonstrate that expenses ai-e correlated with in\.estlncnts. but that  expcnsc-to- 

investment ratios :ire ;I \ d i d  mccl~~rnism for t lcpict ing [h i s  correlatiori. 

82. l o r  these re;isoiis, the simplistic analysis undertaken by Qwcst is 

~iienniiigless, aiid acts merely to iiiask correlations between investment per line ancl 

ex~mises  pel- line that exist nt the iiioi-c granul:ir level at which AC1-s are acttially applied. 



;icross t i m e  by using clumiiiy lirm antl tiine vai-i:iblcs, investigatcd ;I rangc of potential 

fiinctional fori115 for I-egression equations that  \voulcl I-clatc tot31 cxpcnscs per line to ii 

\,ariety oI'coiii1)iii;itioiis o f  iiitlcpcndcnt \,ariahlcs. including invcstmcnt per line, antl 

shoived i n  i t s  Opciiiiig Comments that no matter ho\v it  analyzed tliesc data, no 



&vi s ci i i  bedded data. and a p pl i cat i o 11 o f A C' 1's to foinva i d -  I ook i tis i 11 vest iiieii t s i s  ;I 

cumii ionly-used practice t1i:it x l i i w c s  [lie reductions iii expenses rcqiiii-et1 for them to be 

foi-\\,arcl-loohing. liiiportantly, c \~ idencc  froiii the cspericnce of other t i e t ~ o r k  indust r ies 

dei i iondratcs that the level of forwart l - lool t i i ig operating expenses generated by applying 

AC1-s to for\\.ard-lookiiig iict\vork investments is consistent with the \vay the effects of 

competition li:ive affected cspenses iii other industries 



1.3- 14; SBC at 20.34; V\\restli\ron/Rogcrsoii at 35-38;  Vcrizon at 7. These argiiments 

arc \\,ittiout iiierit. 

S7. As a threshold matter, ILECs present no evidence tha t  the UNE rntcs 

originiilly adopted by the state PUCs ivere TELKIC compliait which  should be the 

foundation of any argtimcnt that signilicant declines iii U N E  prices must iiicaii current 

rates arc below TELKIC', or that 'fELIIIC cannot be reliably calctilatcd. I n  many 

instances, i n  I;ict. i n i t i a l  UNE rates \\'ere explicitly ~ I ~ c o I ~ . ~ ~ . Y / ~ I I /  \vith the Conimission's 

T'IiLRIC' staiidards. a t id  too high ;is 3 restill. :\ good csamplc 01' t h i s  phenomenon is 

pia\ itled li!, tlic history o f  IJNI rates foi- i -cciprocal c o m p e i i ~ a t i o i i .  111 the oi-igiiial ljSI: 

dings. m a n y  uftiicsc i-atcs \\ere csulilislietl ;it Ic\.els ;is high :is 0.40 t o  0 . 5 0  cciiki 

per iiiinutc. Ixised oii TI ILRIC costs tIi;i1 rcllcctecl ILIIC' evidence a l l e g i n ~  vel-y high 

YU itch purclinsc costs. Hecause recipi-ocnl coiiijmiwtion rates \vert sul>jcct to 

coiiipetiti\~e ai-hitrage. CLI~c 's  chose t u  sell ;it t h i s  rate in lieu ofbuy i i ig  at th i s  rate. :\s ;I 

re\tilt. IL1:Cs petitioned multiple state ('oiiiiiiis\ioiis to Iiuve these t-ates reduced tu Ic\els 

;is Ioiv ;is ,007 cent< per i n i n t i t e .  T h i s  dr:itiiatic reduction i n  o\~cr;iII IJNI: rxtcs liir 

i-cciproc;iI c o m p e n w t i o n  \v;is clri\,cn entirely by actions of the ILECs. \vho first submitted 

o\.erstatccl costs hi- s\\,itching in  lie iriiti;il round of UNE proceedings, and / / i c J / i  \vere 

forced to ~rcvcrsc themselves w h e n  they found themselves paying I-ates tens of t imes 

largci- than ~~~~ward-looking costs. 

SS. Similarly, i n  its March 200.3 decision establishing interim rates for 

Vc r i m i 1  , t tic Ca I i foi-n i ;I I' U C fou 11 d th:r t i ii t el- i 111 I-a t cs ivc ire a p prop r i :it e h c c ~  use "t 11 e 

eurrciit ratcs for Vcrizon \vci-c not set b a d  on :I Ihi-\v~irtl-lool~iiig cost iiie~hodology. 
... I i 



As ;I result. the Califomin PUC' presci-ibed iiew inter im rates for Vcrizon i n  2003 bec~itisc 

i t  c o n c l u d e d  that tlic original rates failed to coiiiply with -PIILRIC' \\ l ien rlicy wcre first 

SO. A s e c o n d  factor leading to  tlcclincs iii  LJNE priccs that i s  perfectly 

consistent with the Commissioii's ciit-i-cnt TLLRIC standurcl are decl ines that have 

occurred i n  input prices, increascs in clemand. or a coinbination of the t\vo. I n  Cali foi-nia. 

foi- esaniple, CLlICs \vci-e I-cquirctl to deiiioiistrate tli;it there \vas ;I reasonable likelihood 

tIi:it I 'NI:  pi-ices \\.oiild d e c l i n e  by iiiotw than 2 0  percent hcfoi-c ( l ie  C'xlifot-ilia PUC \voi i ld  

3 f) 



00. Considering j u s t  two oFthe I : , m r s  that liave created the clownwartl trend 

i n  loop costs, the Commission fouiitl that  emergency rclicfwas justilietl in the form of a 

I 5 .  I’!; U N I ~  ~ o o p  pr ice  rciiuction..’h I t  ;11so l i ) u i i c {  itiat t ~ i c  i-ccorci cvitlciice Iiacl cstat~lis~ieci 

t1i;it .;igiiiliccint cost  tlecreascs also had occui-red in tinbundlcd s\vitching. -11 

C A  Intcrim Order Re Application ofA’r&T ( ’o inmi in ic~ i t ions  of California. Inc. ( U  
5 0 0 2  C )  aiid \VorldCoin, Inc .  for the Coiiimissioii to I < e e w i i i i i c  the I<ecurring Costs and 
Pi-ices of Unbundlctl Loops iii I t s  First i l n i iua l  Rc\,ie\\ o l  Unbundled Net\vork Elcmcnt 
Costs Pursuant to Ordcring, 11.99-1 1-050. 

-15 

11.02-05-042. pp 14, 22 211id 37. 4 (3  

47 Id. at pp 17 

Sw Verizon Cali fornin Commcnt i i i  opposil ion to A’I~c~~~/\\’orlclC‘om’s Interim Pricing 

1).03-03-033. pp. I 1-12. 
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I '  I 

The tc lecomni t in icat io i is  ind~istry con t inues  to be characterized as 
a decl ini i ig cost iiitlustry. While we lind this to be generally true. 
i t  is ;iIso true that  tlic Tf<Ll<lC iiicthoclology i s  imprec isc and 
evolving. Tlicrcl'ore, i t  may not he surprising that  iii a case such as 
this. soiiie ratcs nil1 go up, and soiiic will collie down, h i t  i t  is the 
magnituctc of the \.ariation li.oiii current ratcs t ha t  is of concern. 
Such :I substantial increase docs not comport with the general 
i 11 diis t 1-y trc n c t  of dec I i i i  i iig costs. 711 

04. I n  n similar \rein. the b1;iss;Icliii';etts Puhl ic  Utility ( ' o i i i m i s s i o n  n o t e d  that 

i t  took into account iiiorc current giiidance from the 1;C.C' I-cgai-cling T1:LRlC in updating 

i t s  UXll  orders: 



95. I<ecent state coinmission decisions also exhibit ;I gro\\,ing u\vareiiess oftlie 

11a\vs in I L K  "TISLRIC"' htutlics tha t  may not have been obvious in the in i t ia l  LJNE 

proceedings. aiid the ILtICs' penchant for "gaming" the regulatory proccss. For example. 

i n  concluding tha t  i t  \voii lcl accept evidence bascd oii cost prosy niodels in the in ter im 



StlC' I ias  used t o  re-litigntc ce r ta in  positions that had been exp l ic i t l y  rejected by the 

Commission in previous UNII  cases: 

[ t ] I-oub 1 ctl by t 11 c appa reii t :tbn ndon iiicii t o f  the prescn t I y a p provecl 
models.i" 

[Sleeii nothing tha t  conv inces  the Commission t ha t  i t  should 
deviate firom i t s  prior ordcts. 

97. The stall'lias also raised coi iccri i  about SBC Michigan's cost presentation 

[Tllic starting point for SI3C's unalysis cloes iiot s t x t  with the 
ending point of  the pi- ioi-  cos t  study case (Case 11831). I t  is clear 
t1i;it i i i i i c l i  of  t l ic cost iiicreiise.; proposcd by SBC' I-csii l t li.oiii SUC's 
pi-csciit;itioii of pos i t i ons  that l ia\ ,e been coiisidci-ed and rejected by 
the coi i i i i i issioi i  ill I \ \  o piw\.ioiis SHC' cost procccclings. (('ascs U- 
112so. I!-I IS31) 

Looking Current C 'onvc rs iw  I'actor" (''1; LC"). In reject ing Vcri/on's I'LC' factor. the 

Pen 11 sy 1 \,:in i ;I P U C fo ti n tl: 

\Ye rccoii s id er o ti r a p p i - o i ~  I o I. t l i e  I:or\v n rd- Looki I I  g Convcrs ion 
1.' : i ~ t ( i i - .  . 
Current Conversion Factor (FLC). On consideration of the record 
herein and  the positions ol' the parties we, hereby. reject the 
proposed I'LC' adjustment to Verizon I'A's Annual Cost Factors 
(ACFs) in the 1ii;iiiiicr implemented by Vcrimn.  \Ve lind that  
Vcrizon PA ' s  i inplcmentntion of  the FLC in this ~~i-oceeding is 
circiiI;ii- in nature anti 1i;is impropct ly  rcsultccl in ai1 o\~crsl;itciiicIit 
o f  7'I~L.f~IC'-~irl,i~istctl expenses. Conscc~iiciitly. the o\.crstatement 

; i I w  rcli.r~-ctl to 171, \ 'ci-i/on P:\ a s  ;I I~oi-\v:ii-d-Looking to 
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o f  TELlilC-adJusteti cxpc11ses IXIS resulted in ;it1 escessivc 
allocation of cspenses used i n  Vcrimn PA's recurring cost model 
for the tlctcrminatioii of UNI: rates. " 

Tlicreforc, based on the foregoing, we shall describe the flaws i n  
Veriron PA's application of the FLC factor i n  these proceedings 
and direct Verizon PA to correct these flaws in its coinpliance 
filing. The pi-opcr application of thc I-LC factor, by itself, should 
resrilt i n  n n  overall ~-ecluction in  UNE rates from thc December 4, 
2002 cost model  r1111. ix 

To the cxtcnt Vel-izon I'A 111-oposes ;in I L C  or "FLC-like" 
adjustiiient for consideration in  the pending. consolidated loop cost 
proceeding, i t  shall bear the burtlcn of proof and provitlc :ill 
supporting work papers h i -  its comp~itation of this factor. See 
Docket N o .  R-0002S03S, Vei-izon Consolidated Loop Cost Study 
Proceeding. Vcrizon PA shall have the hurclcn of proof  that the 
I'LC is calculated properly : ind docs not result i n  ;I "circular" 
restoration o f  enibcdded expenses which ai-e not accept;iblc :is 
valid in pi it^ i n  n TIJL.RIC'-cornpli~r~~t loop cost i i iodcl .  Our 
concIusioiis herein sli:ill be \ \ , i t I ioi i t  prejiidicc to ;I thorough 
considetation of any p r o i x i w d  I:LC o f  "I'LC-likc" acl~jtistnieiit i n  
the pending, consolid;ited loop cost proceeding and \vitliout 
pre.jutlice to \\,lictlicr the F1.C' slioulcl he i-eplaced \\.itli the C G I 3 C '  
i-;i~i 0. 

i t )  

99. I n  the ;\rl>itration h e h r c  [lie IC'C Icgarclinl; Vcrixon Vii-gini;i's UNI:  I-atcs. 

thc FC'C' re;lcIlccI the s;llllc conclusion: 

F o r  similar reasons, \\'e t-c.ject the FLC factor ad\~ocated by 
VeriLon. The p~irposc 01' [lie AC is to c;i 1 c ~ i  I a tc hinva rd - I ook i ng 
expenses by multiplying :in cspeiise-to-invcstiiieiit ratio by 
for\v:ircl-loolcing investment. Although Verizon piirports to do this, 
in  fact i t  cstimatcs fo~-\vard-looking expcnscs based on past 
expenses, adjusted for  productivity and inflation as described 
abo\,c. Then, with the FLC liictor. Vcrizon develops its ACFs, 
\vliich i t  then LISCS to "c~ilciilate" the s;iiiic fbr\\,artl-looking espense 
figtire with which i t  st:irtctl. As AT~~'l'/\Voi-ldCoiii note correctly. 



the approach taken by Vcrizon is circulnr because i t  starts with 
Ihr\vard-loolting expenses. which is siipposed to be the end result 
of the ACl: c;iIctiI;ition. h 0  

l3ccausc Vcr imi ' s  FLC adjustment docs not proclucc a nicaningfiil 
estimate of forward-looking expenses, and therefore is inconsistent 
with tlie Coiiiiiiission's TELRIC pricing rules, we will depart 
slightly fi-om basehall arbitration and use an altcrnativc adjustment 
to the I009 embedded investment figures. Specifically, rather than 
multiply Vel-izon's I099 investment tigut-cs by the FLC' factor, we 
believe the better nppronch is to multiply these figures by a CCiBC 
ratio, as AT&'l'iWorldConi propose. As tlie Commission explainetl 
i n  the Inputs Order, the CCiBC ratio i s  necessary to convert the 
emhedded investment ligui-es to current investment ligures.3Sb 
The CCIBC ratio is greater than  1 .O Ibr nccotints where costs have 
incrensed over t ime .  and l ess  t l ia i i  I .O for accounts ivliere costs 
Iiavc clcclinecl over time. Because the irecoi-tl doc5 not include 
C'C"'I3C r;itios Ibi- Vcrimn for  1009. \vc \ \ i l l  I ISC [lie lO9S c'C'/UC 
ratios adopted b y  tlie Coniniissioii i n  the Inputs Ordcr. These ratios 
rcprescnt the results from f ivc  iiicuiiihciit l~l!C's. t \ \ 'o o f \ \  hich \vert 

l3cll ,\tl:intic and G-rl:. /\ccoi-dingly. i i i  tlic abxlice of  record 
evidcrice o f  Vcrixoii's actual C'C!I3C ratios. thcsc r:itios should 
scr\'c a x  ; in atiequ:ite estiniatc."' (footnote omittecI) 

('.liI..&l's'')) signi ficantly o\'crstatcs fern-~iril-lookiiig iristallation costs: 

v, 'ii -' iotis parties argued about the \.alidity of the models BellSouth 
tiled i n  th is  proceeding, but no other party tiled cost models for 
this Commission to evaluate a n d  consitler i n  sett in? U N E  rates. 
The issue, :is i t  relates to cost methodology, is \vhcthcr linear 
loading factors or a "bottoms-up" version of  the BSTLM should be 
used to establish rates for iinbundlccl loop :ind loop combinations. 
Even though subject matter expet-t opinion is neeclod to determine 
sonic of the inputs for the "bottoms-up" approach. this method of 



The Commission is not pcrsuadcd by BellSoutli's ai-gtiment that  
other Coinmissions have used l inear londing factors to set rates, or 
by the I-CC's approval o f  BellSouth's 271 application for Georgia 
a n d  Louisiana based on rates set using l inear loading factors. As a 
preliminary matter, the Commission is not bouiicl by the decisions 
o f  other  state commissions. Also, tlie I'CC docs not conduct n de 
novo review o f  U N E  rates. Instead. the I'CC relics on the state 
coniiiiissioii to determine UNE rates, and t l ie  I'CC's malysis is 
limited to \vlictlicr tlie UNE rates fa11 "within a 1-ange of what a 
reasonable application of TELIIIC woiild produce." (Footnote 
Omitted) 



IO I . I n  yet unothcr example. the ivlassacliusetts PUC rcjcctctl Vcrizon's effol-ts 

to litigate the p r o p  interpretation of TELRIC: priiiciplcs, noting that: 

AT&T a n d  \\'oi-ldCom correctly observe that some of Vcrizon's 
arguments and interpretations represent Verizon's view of what 
Verizon wants TELRIC to be, rather than the I.7CC's requirements 
or guiclancc (\VorltlCom Brief at 6-7; AT&T Brief at 6-7) .  For 
exaiiiple, Vel-izon criticizes the "scorchecl node" a n d  "dropped i n  
place" characteristics of ;I net\vork motlclcd Lintlcr TIILRIC', but 
those charnctci-istics arc part o l ' t l i e  K C ' Y  description o f  its 
TILIIIC method. In th is Order, the Ilepni-tment is guided by the 
I-CC"s rules and statements about \vIiat constitutes TELRIC."' 

FtirtIicriiiore3 \vc share \vitness Dono\ :in's coiiccrii t l i n t  rcliaiice on 
a single year's data coultl poteiiti:illy skc\v results. \Ve ;iIso have 
tli flic ti I ty reconci I ing \vi t ness C'ald\vc I I ' s admission that  
HellSouth's engineering factors :ire linear loadings since we 
specificnlly clctermincd i l l  Order So. PSC-01- 1 IS I - l~Ol~-Tl '  tli;it 

such Ikictors generate qtiestionnblc rcsiilts \vhen dca\,ci-ngcd rates 
ai-c the intencled outcome because they preclude economics o f  
scale. See  Order at p. 282. 



102. Tlicre i s  cvci-y reason to  expect t h a t  siiiiil;ii- "lemiing curve" i ssues  w i l l  

reciir i f  the Commission adopts new s tan t l a ids  for  implcincnting 1'LJLKIC in this 

proccctling. I n  fiict. I~ecaiisc a t  least  soiiic of t he  pi-oposnls in tlic NI'lihl would seem to 

require parties to rely mol-e heavi ly  on ILEC data ~~ exacerbating the a d v a n t a g e s  the 

ILECs \vi11 eii-joy ;IS ;I result ofthe asymmetry in i n I b i - i n a t i o n  discussed at length above 

these l e a r n i n g  ciir\'c i s s u e s  ;ire l i ke l y  to  be  iiiorc severe. 

105. Second, ;IS noted nhove, tlici-e lias bccn substantial uiicci-tiiinty ahout  h o \ v  

to apply T E L R I C .  This uncertainty I i n s  arisei i  because states haw had !o tr.ansition from 

embcddect cost-based i-;itc reg i i  l a  t io 11 (cvcii p r ice c ;ip regu I at ion is gi-o tindcd i 11 embedded 

costs) to n for~var[l-l(~ol~ilig cost standard, and becatisc there h a s  been significant 

i incei-tainty ahout Iioiv the I'CC \vould handle certain aspects ofTllt.I<IC~. and the c x t e ~ ~ t  

to which its dccisions oii these issues \ v o i i l d  be upheld by tlic courts. 
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106. Thii-d. the filldings in cncli state are necessarily a function of tlic discovery 

mater ia l  pi-odiicetl i n  that  state. the particular types o f  cvi t lc i icc submitted in each state, 

the qual i ty  o f  the \vitnesses a p p i - i i i g  for e:icIi of the parties in that state, the experience 

and sophis t icat ion of  the stal'fs iii various states, and the resources that these staffs had 

nv:iilahlc to them to undertake in-depth analyses oftl ie cvit lencc submitted. Rased oii m y  

cstciisi\.c participation i i i  st:~tc pl-occctlings ai-oiiiid the country. t h i s  aspect of  TELRIC 

pi-occcd i ng s 1-i es \vi de I y . 



/ s i  John C. KIick 
Jolin C. Klick 


